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Current Status of the Padi and Rice
Industry in Malaysia
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1 MOHAMED NOOR HASSAN

Director-General
The National Padi and Rice Authority
Malaysia

Abstract The padi and rice industry in Malaysia are reviewed, including the im-
portant social and economic implications of the industry. Government policy regarding
production of padi and rice had three objectives: to support farm incomes, to reach self-
sufficiency levels, and to ensure a quality product at reasonable cost to the consumer. More
recently, emphasis has switched to other cash crops suitable for padi lands (e.g. maize,
sorghum, tobacco, groundnut, and sugar cane), and an adjustment of the self-sufficiency
requirement to 90% of domestic requirements. The Price Support Program is discussed
and the problems of the off-season harvest are reviewed.

Résumé L'auteur passe en revue les modes de production du paddy et du riz en
Malaysia, y compris les implications économiques et sociales de cette industrie. En ce qui
concerne la production du paddy et du riz, les politiques gouvernementales sont orientées
vers trois objectifs: soutenir les revenus agricoles, atteindre l'auto-suffisance et assurer la
fourniture aux consommateurs de produits de qualité à des prix raisonnables. Les autorités
s'orientent depuis peu vers la promotion d'autres cultures marchandes adaptées aux terres
5. paddy (p. ex. mais, sorgho, tabac, arachides et canne à sucre) et vers la couverture par
la production nationale de 90% des besoins intérieurs. L'auteur analyse le programme de
soutien des prix ainsi que les difficultés que pose la récolte hors-saison.

RICE is a complex and wide subject. With the
world rice crisis still on the horizon, anybody
who speaks about rice at an international sym-
posium may be accused of being responsible
for the present rice shortages and high prices.
That is why, I think, nobody now wants to
talk about the Green Revolution.

I will therefore confine my comments to
some social and economic issues which are
common to all rice-producing countries in
Asia.

145

I would first like to explain briefly the
present situation of the padi and rice industry
in Malaysia.

Background of the Industry

Rice is the staple food in Malaysia. It com-
prises more than 20% of the food consumed
by the entire population, and makes up as much
as 35% of the diet of rural people. Next to
rubber, the cultivation of padi is the most im-
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portant agricultural activity in the country in
terms of employment and land utilization. The
total area under padi in 1973 was about 1.143
million acres; the actual planted area fell short
of this figure. In 1970, about one third of the
padi acreage was planted with two crops per
year, and by the end of 1975, it is estimated
that nearly two thirds of the area will be
double cropped.

The rice production in 1973 was estimated
at 1.231 million tons. The average yield from
the main season crop is a little more than 1
ton of padi per acre; while the second or off-
season crop is higher by about 300 lb. The
annual rate of increase of padi production is
5.4% or 32,000 tons of padi per annum and
is mainly due to the increase in the double-
cropped acreage and the improvement in padi
yields.

Food consumption surveys have not been
carried out in Malaysia. However, based on
the "crude consumption rate" of 280 lb. per
head per year, the rice consumption was
about 1.427 million tons last year as against
the estimated production of 1.231 million tons,
giving a national self-sufficiency level of
86.3%. Per capita consumption is expected to
decline over the next decade. As incomes rise,
there is likely to be a gradual decrease in the
consumption of rice and an increase in con-
sumption of wheat, higher value protein
foods, fruits, and vegetables.

There are about 380,000 farm families, half
of whom cultivate an average of 2-5 acres of
land per family and earn a net cash income
between m$45-110/month (in 1973). Many
of them have fragmented holdings and culti-
vate on two or more pieces of land. The 1960
Census of Agriculture indicates that 25% of
padi farmers worked on two parcels and 19%
on three and more.

With regard to land tenure, it is estimated
that 60% of the padi lands is operated by the
owners themselves while the remaining 40%
is rented out to tenant farmers under various
arrangements ranging from fixed rent in cash
or padi to crop sharing.

About 60% of the padi produced is mar-
keted and this percentage is higher in double-
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cropped areas because of the lack of storage
facilities and the need for cash.

Government Policy on the Industry

Government policy on padi and rice is an
integral part of the overall national policy
The New Economic Policy that of restruc-
turing the Malaysian society and eradication
of poverty among all Malaysians.

The objectives and modes of implementa-
tion of this policy have undergone changes in
the last few years because of changing domes-
tic and international rice conditions.

In the past, rice policy had three general
objectives: (1) to support farm incomes; (2)
to promote rice production to self-sufficiency
levels; and (3) to ensure consumers of quality
rice at reasonable prices and at minimum cost
to the government.

Through the mechanism of a guaranteed
minimum price scheme (GmP) for padi (intro-
duced in October 1949), these objectives were
reasonably achieved for there has been a
steady increase in rice production mainly
owing to the success in double crop programs
and increase in padi yields per acre. But the
past objectives were critically reviewed as self-
sufficiency in rice for the country would not
necessarily enhance farmers' incomes to a
satisfactory level. It would, on the other hand,
create problems of price support and rice
smuggling into Malaysia unmanageable, since
the domestic price was then 50% higher than
the international market price.

In 1971, the objective was revised from one
of self-sufficiency per se to that of enhanced
incomes and welfare of padi farmers through
increased yields on existing acreages and de-
velopment of new crop possibilities suitable for
padi lands (e.g. maize, sorghum, tobacco,
groundnut, and sugar canes) which offer
maximum net returns. Taking into account
economic and social factors such as domestic
price support, storage facilities, international
market price, and consumer preference for
foreign rice, it was then considered that the
ideal production level was at 90% of domestic
rice requirements. Thus, until lately, Malaysia's
aim was to produce 90% of her rice require-

E



ments and to import the balance from her
traditional suppliers. In order not to increase
local production of rice beyond this level, the
government decided that no new padi land
be opened through public investment in irri-
gation facilities under the Second Malaysia
Plan 1971-75.

In early 1973, the world experienced the
most unexpected reverses in agricultural pro-
duction. Adverse weather conditions and rav-
ages of war resulted in supply shortages of all
food-grains throughout the world. Conse-
quently the price of rice in the world market
rose by more than 100% (and has increased
even more in 1974). But even at that price,
Malaysia could not get sufficient quantity from
her traditional rice exporting countries.

The danger of depending on other countries
for essential commodities has become very
apparent, and under the circumstances, re-
versal to the previous objective of self-suffi-
ciency was inevitable. The government has
therefore recently revised its 90% objective to
an objective of full self-sufficiency and is
taking steps to open up new land for padi
cultivation.

The present self-sufficiency objective has to
be consistent with the farmers' income and
welfare objectives, and this is a challenge to
policy implementers. The present situation in
the world market has brought many impon-
derables and unknown variables that might
make an excellent formulated plan go awry.
For instance, one may ask: "Which way
would the present high prices of food-grains
go? How long would the shortages of food-
grains last? To what extent would other fac-
tors, such as inflation and the oil crisis, affect
prices and supplies of rice and other food-
grains? How would the proposed international
rice buffer stocks work and its relationship
with national buffer stocks? How would the
supply of fertilizers be affected by the oil crisis?
What is being done to reduce dependence of
padi yields on fertilizers to meet the fertilizer
shortages?" Answers to these and other similar
questions form a basis for planners of eco-
nomic development and researchers to advise
the government.
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Role of the Public Sector

Traditionally the poorest sector of the rural
community, the socioeconomic position of
padi farmers in Malaysia has been improved
substantially over the past decade by govern-
ment programs to expand rice production.
These programs have included very heavy in-
vestment in irrigation facilities, especially with
regard to double-cropping, applied research,
extension programs, the implementation of a
guaranteed minimum price, and provision for
production credit.

In order to ensure full coordination of gov-
ernment efforts and direct implementation of
certain specific programs, a statutory body
called the National Padi and Rice Authority
was established by the government in Septem-
ber 1971. The Authority is intended to be a
single integrated agency responsible for the
formulation of overall national policies for the
rice industry, and has been assigned the spe-
cific responsibility of ensuring fair and stable
prices for both producers and consumers and
of ensuring sufficient supplies of rice to meet
any contingency.

The Authority was established at a time of
rice surplus in the world market with its price
far below the domestic price. It was a time
when the Green Revolution had influenced the
minds and actions of national economic plan-
ners and implementers with regard to agricul-
tural development. It was a time when thought
was given to the income and welfare of farm-
ers and very little to rice consumers. For a
high-cost producer like Malaysia, the prospect
of becoming a rice-surplus nation was indeed
alarming. It was against this background that
Malaysia set a production target of producing
only 90% of her requirements. But the world
rice situation suddenly took a sharp and sud-
den turn in early 1973. This situation of rice
shortages and high prices remained over a
year, and the Authority, and for that matter,
all such bodies charged with similar responsi-
bilities such as BULOG of Indonesia and N.G.A.
of the Philippines, have indeed undergone a
tough time.

These reverses in the world grains situation
of over one year now might easily form a



basis for long-term agricultural planning by
national governments, and if these supply
shortages and high prices turn out to be short-
term events, we might then be faced with a
different form of food-grain crisis before the
end of this decade.

For the moment, I would like to discuss
certain problems which are least affected by
short-term events in the world rice market.
Two aspects come to my mind: one relates to
the price support program and the other is
off-season harvest. I have had both the pleas-
ure and the displeasure of implementing pro-
grams relating to both.

Price Support Program

The rationale behind the price support is to
prevent the price of padi from falling too low
both seasonally and over a period of time. The
underlying argument is that the demand for
padi and rice is fairly inelastic in the short
run and an increase in supply in relation to
demand would cause a disproportionate fall
in the price. Another reason is that a fairly
high guaranteed minimum price (cmP) pro-
vides an incentive to greater domestic pro-
duction.

The GMP for padi in Malaysia was intro-
duced in 1949 at m$15/picul for dry and
clean padi delivered to the mill. The level of
the GIvIn remained fairly stable at $16 until
1973, when, with a sudden increase in the
price of padi well above the guaranteed price,
the support price has been "floated" in order
to be in line with the price of rice in the
domestic market. Officially, the GMP still re-
mains at m$16 but the present unofficial sup-
port price is m$22-26/picul of padi depend-
ing on variety. The "floating" of the support
price is intended to ensure that the big in-
crease in the domestic price of local rice will
also benefit padi farmers. If the GMP had
remained at $16, the private padi buyers and
millers would only buy padi at a price just
above the official price, even though the pres-
ent price of rice justifies them to buy padi
nearly double the price. At the same time, the
Authority is hesitant to recommend to the
government the new level of price support as
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official since the factors affecting the present
high price, as I have already mentioned,
might be only temporary phenomena.

The greatest danger of any increase in the
level of price support is that it may become
permanent even though the reasons justifying
it are no longer valid. It would be very diffi-
cult to reduce a guaranteed price; instead,
such increases are liable to escalate. The whole
matter may also become a political issue.

If the present (early 1974) international
market price for rice remains high, the level
of price support in Malaysia is still compara-
tively low. On the other hand, if it plunges
to the level of 1971, the Malaysian rice will
be 150-200% more expensive than the im-
ported rice. This means that in the event of
a local production surplus, a huge subsidy
would be required to move any exportable
surplus from Malaysia into the world market.

The purpose of a price support should not
be merely to put ever-increasing sums of
money into the pockets of farmers without
regard to their standards of production. Price
support should help the farmers to improve
production both in quality and quantity
so they can obtain higher returns from their
produce in the open market. In the long run,
the domestic prices should even be reduced to
near world levels.

These improvements are unlikely to be
obtained as a result of the guaranteed price
alone. There have to be other services, re-
search and extension work, better farm prac-
tices and, above all, land reforms.

Existing padi farms in Malaysia average
3.1 acres. Only 15% of padi farmers operate
farms exceeding 6 acres. There are subsistence
farmers who have no surplus of padi for sale
because of the small size of their farms.

The problem of uneconomic holdings and
subsistence farmers is found both in single
as well as double-cropped areas, and cannot be
solved by the price support program alone.
Possible solutions lie in measures that would
increase their incomes by such means as in-
creasing the farm size, moving the subsistence
farmers to new areas and consolidating the
land, intensifying cultivation, and increasing
off-farm incomes. These measures are being



seriously studied in Malaysia, and the Autho-
rity is also an agency to assist government in
their implementation.

Padi Drying Facilities

It was thought that double-cropping would
double the income of padi farmers. It has not
worked out that way, although many who
earlier were subsistence farmers now have a
surplus to sell. The extension of irrigation
facilities and the introduction of high yielding
varieties have substantially changed the cost-
price structure of padi production under
double-cropping conditions.

One major problem of harvesting of the
off-season crop is the drying of padi. With
double-cropping, padi is harvested in wet-
weather conditions. If the padi is not dried
immediately after harvest, it starts germinat-
ing and loses weight. The farmer will get a
poor price for his padi and this will inevitably
result in dissatisfaction. The high moisture
content of the padi that is sold provides op-
portunities for buyers to make arbitrary de-
ductions for moisture. These excessive deduc-
tions discourage farmers from drying their
padi even on days when there is no rain.

It was originally envisaged that artificial
drying facilities would be automatically pro-
vided by private millers. This turns out to be
a wrong assumption. Private mills are normally
operated on credit and find it difficult to justify
large investments (ranging from m$1.7 mil-
lion for a dryer of 10 tons/h to m$1.10 million
for a smaller 3-ton dryer) on services which
they could neither readily charge the farmer
nor the consumer to allow reasonable returns
on their capital outlay. Whatever drying facili-
ties that private millers have installed come
in as appendices to their mills, and the total
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capacity of these fall short of off-season re-
quirements.

For these reasons, the Authority has been
given the task of ensuring that there are suffi-
cient drying facilities in all double-cropped
areas. It has to be its responsibility anyway,
because padi farmers can always pass on the
unsold wet padi to the Authority under the
GMP scheme.

The problem does not end here. The dryers
are utilized only about 2-3 months in a year,
and it costs m$2.38 to dry and keep one picul
of padi. A question thus arises as to who
should pay this cost of drying and what should
the drying complex and the employees be
doing for the rest of the year. One solution is
to attach mills to artificial drying complexes
so as to make them viable and economical to
run and maintain. The effective drying cost
will then be drastically reduced. It was esti-
mated in 1973 that for every picul of rice that
is sold after drying and milling, the Authority
would lose m$1.08, after taking into account
6% interest rate, depreciation, and reasonable
returns on the capital outlay. However, if only
depreciation and capital outlay are considered,
the Authority would be able to make a profit
of m$0.84 per picul of rice.

The National Padi and Rice Authority now
has 14 drying and integrated complexes in
operation, and after mid 1974 another six will
be ready for operation. More are being con-
structed. Each complex costs about m$4.5
million.

But as in the case of many public programs,
one of the major constraints in achieving the
objective is lack of trained personnel at all
levels.

I recognize that the problems I am now ex-
periencing are common to all countries in this
region, and I am confident the sharing of ex-
periences provided by this symposium will
help to solve some of the problems.


